Report of the
Audit Division on

Friends for Menor
May 10, 2006 — December 31, 2006

Why the Audit

Was Done
Federal law permits the
Commission to conduct
audits and ficld
investigations of any
politieal committee that is
required to file reports
under the Federal
Election Campaign Act
(the Act). The
Commission generally
conducts such audits
when a committee
appears not to have
the threshold o
requirements for <
substantial compl

The Commission may
initiate an enforcement
action, at a later time,
with respect to any of the
matters discussed in this

report.
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1 2 U.S.C. §438(b).

Friends for Menor is the prineipal campaign committee for Ron
.-;_; -' \ 5 .i’ 2I'Id Disu.ict and is

Represemtatives from thez Hya
) ii. ‘g more information, see

headquartered in Hop
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$ 271,565

Xe Operatin‘gymenditures & Other $ 245,498
Disburserments

€payment of Candidate Loans 25,500

o Total Disbursements $ 270,998

Findings and Recommendations (p. 3)
o Apparent Impermissible Loans (Finding 1)
» Receipt of a Contribution that Exceeds Limits (Finding 2)
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Part I
Background

Authority for Audit

This report ia based on an audit of Friends for Menor (FFM), undertaken by the Audit

Division of the Federal Election Commission (the Commission) in accordance with the

Federal Election Campaign Act of 1971, as amended (the Act). The Audit Division

conducted the audit pursuant to 2 U.S.C. §438(b), which permits the Commission to

conduct audits and field investigations of any political committegit i at is required to file a
\d®r this subsectlon the

factors and, as a result, the scope of this audit was 11- o(ffic
1. The consistency between reporte ﬁgures and ba 0
' Jitors’ occupation afghname of employer.
3. The receipt of loans and contributi t"'_ ] ’:‘i" aa:




Part II
Overview of Campaign

Campaign Organization

Important Dates

Friends for Menor

e Date of Registration

May 25, 2006 3%,

e Audit Coverage

May 10, 209670 December 31, 2006

Headquarters

Banik Infarmation

e Bank Depositories

e Bank Accaunts

Treasurer

o Treasurer When Audit Was Condiiite ted
e Treasurer During Period Covered b3; 3 i

Management informution )
o Attended FEC Cam aignsk) jnance Semifjz

¢ Used Commonly 4 a11a 3;6 paign

Manegemeni S¢ q&, Package AN
Who Handled Acc SUr ﬂ ing 2 ¥ reasurer
e of Financial Activity
(Audited Amounts)

Cash on harnd: $0
Receipts b &
o From Ind1v1d i $ 134,292
o From the Candlde 110,000
o Fram Political Committees 27,225
o Other Receipts 48

Total Receipts $ 271,565
Disbursements
o Operating Expenditures & Other $ 245,498

Disbursements

o Repayment of Candidate Loans 25,500

Total Disbursements $ 270,998
Cash on hmmd @ December 31, 2006 $ 567




Part III
Summaries

Findings and Recommendations

Finding 1. Apparent Impermissible Loans
FFM disclosed loans and/or contributions from the Candldate _-__ Fiing. $75,000 that

demonxtrate that loans were from the Candldate S pg r.»-'::a' ¢ ds. ABY t such a
demonstration, the Audit staff reconmended thatFFM re“i\rmd any i ‘.‘ > »

personal funds. The source of the $20,500 not con Srotbas t
Candidate was determmed to be threg, ndlviduals and

contribution of $5,500.
(For more detail, see page 4.)

‘ trust. The Audit staff recommerided that FFM prov1de
atthe Candidate was legally entiiled to the funds received from

...........

excessive portlon Ifl response to the interim audit report, FFM stated the source of the
funds was the Candidate’s spouse. These funds are contributions to the campaign and
subject to the contribution limits. As a result, FFM received an excessive contribution of
$8,526 from the Candidate’s spouse.

(For more detail, see'page 7.)



Part IV
Finding and Recommendation

| Finding 1. Apparent Impermissible Loans

Summary
FFM disclosed loans and/or contnbutlons from the Candldate totalmg $75,000 that

personal funds. The source of the $20, 500 not o5 ]
Candidate was deterrrmed to be three mdxvxduals :

contribution of $5,500.

Legal Standard

eEithe reporting period and election

cycle, the total amount off qe‘f-; S\ ‘:' b}'?‘f'v the candidate and the

..............

'0-..::‘

Sition. The term 138 include e
b an is a cont: ?m tion at the time it is made and is a contnbutlon to the extent

comnrittee, shall Foxces J the contribution lintitatiens set farth at 11 CFR part 116. A
loan, to the extent it i§iepaid, is no langer a contribution. 11 CFR §100.52(a), (b)(1) and

(b)(2).

C. Candidate as Agent of Authorized Committee. Any candidate who receives a
contribution, obtains any loan, or makes any disbursement, in connection with his or her
campaign shall be considered as having received such contribution, obtained such loan or
made such disbursement as an agent of his or her authorized committee(s). When an
individual becomes a candidate, any funds received, loans obtained, or disbursements
made prior ta beceming a candidate in conneotiont with his er her campniga shall bo
deemed to have been received, oktained or made as an agent of his or her authorized
committec(s). 11 CFR §101.2(a).



D. Personal Use Defined. .Personal use is defined as any use of funds in a campaign
account of a present or former candidate to fulfill a commitment, obligation or expense of
any person that would exist irrespective ol the candidate’s caanpaign or duties as a
Fedoral efficeholder. 11 CFR §113.1¢g). This includes instanees were the Candidate
receives funds from others aud uses the funds to make loans to the eampaign, or directly
pay for certain campaign or living expenses. 11 CFR §101.2(a) and 11 CFR §113.1(g).

E. Expenditures by Candidates. Candidates for Federal office may make unlimited
expenditures from personal funds. 11 CFR §110.10.

F. Definition of Personal Funds. Personal funds of the cg ":":.;e :
of the following: 4

employment;
(2) Income from .

loans):
1. Inthe name of another; or
2. From the treasury funds of the following prohibited sources:

e Corporations (this means any incorporated organization, including a non-stock
corporation, an incorporated membership organization, and an incorporated
cooperative);

Labor Organizations;

National Banks;

Federal Goverament Contractors (inclading partnerships, individuals, and sole
proprietors who have oontraets with the federal government); and



e Foreign Nationals (including individuals who are not U.S. citizens and not
lawfully admitted for permanent residence; foreign governments and foreign
political parties; and groups organized under the laws of a foreign country or
groups whose principal place of business is in a foreign eountry, as defined in
22 U.S.C. §611(b)). 2 U.S.C. §§441b, 441c, 441e, and 441f.

Facts and Analysis

FFM disclosed loans and/or contributions from the Candidate totaling $75,000 that could
not be verified as coming from the Candidate’s personal funds. These funds were all
transferred to FFM from the Candidate’s business account. Basegdfen an examination of
bank statements and other records relating to the Candidate’s biSiness-account, the Audit
staff determined the source of the furnids was apparently $54¢0 &i§ om two corporations
and $21,000 from an unknewn source. & 2 :

SR

and a housing construction company ($23860) iy

part of three transfers to FFM from the Ga
FFM did not provide documentation to establi

AC " Sunt. During fieldwork,
n §were the persenal funds of

deposit slips.

&

the Candidate.

FFM alsa did not 2 :,L Audit staff to determine the seurce for
the $21,000 depos1te ______ count and transferred to FFM. This
amount mcluded a $6, 00bepsSitrdade,on Al st 25, 2006 for which the deposit slip
has a handy§ities Stating “Cashan 8d no indication as to its source. On the same
day, a $§50t a was made to FFM. For the remaining $16,000 in
deposifsy e femtify the source of the receipts based on the
examinatig) ying ds

deposited into the la Vtirm account.

Interim Audit Report Recommendation and Committee Response

The Audit staff recommended that FFM provide evidence demonstrating that $75,000
transferred to FFM came from the Candidate’s personal funds. The evidence was to
include records to establish that the funds deposited into the Candidate’s business account
meet the definition of personal funds in accordance with 11 CFR §110.10(a). The
records could include the following:



e Documentation such as copies of contracts, agreements, specific terms of service,
and/or billing statements illustrating that the $75,000 was reeeived for services
provided by the Candidate’s business.

e For the $21,000 from an unknown source, FFM was to provide documentation
such as aopies of checks, bani: credit memoranda, or any other records neeessary
to identify the snurce af amounts deposited and establish the funds as personal
funds of the Candidate.

e Records to demonstrate the monthly financial position of the Candidate’s business
(i.e. net earnings statements, balance sheets)

o Tax returns or other documentation for calendar year 20 '__
Candidate’s business is a sole proprietorship for which4
entitlement to any assets or income.

Gito.establish that the

: pan of discussians far the pravision
2 FFM also prov1ded a declaratian

12 - of the 1oan for $5,500 bave not beon establishest as the
Cmdidate s person;v ds, FFM reaeived a prohibited contribution of $5,500 from the
mortgage lending cornpany.

FFM provided the following documents to clarify the source of the $21,000 and as
evidence that the funds were the personal funds of the Candidate. For the $6,000 cash
deposit into the Candidate’s business account, FFM documented that the funds
represented payment for legal services provided to the same housing construction
company as noted above. The Audit staff considered these funds to be the personal funds
of the Candidate.

2 Although the promissory note was made between the Candidate’s law firm and the CEO of the mortgage
lending company, the loan proceeds were actually paid by the incorporated mortgage lending company.



For the remaining $15,000, FFM provided records indicating the $10,000 was a personal
loan from FFM’s Treasurer and spouse. The source of the remaining $5,000 was a
personal loan from another iidividual. The docnmentation provided for these personal
loans did not indiceie that ioans were for income eamed by bena fide amployment,
investments, bequests, ar customarily received gifts. As such, the pmceeds of these loans
were not the Candidate’s personal and resulted in FFM’s receipt of excessive
contributions from three individuals totaling $8,780.> Moreover, FFM’s Treasurer and
his spouse subsequently waived repayment by the Candidate for $8,000 of the $10,000
idate’s law firm. A copy

to FFM. FFM has not filed amended reports to discl i 2

R iyle lmons

Summary "‘:;gs-: o,
The Candidate made a $9,000 loan to

$9,000 check sigried by figi@andidate’s spol

deposited into a personal account of the "\. R

line of this check id -,_1 fified théjByrpose as a )
S0 e

......

»

funds was th
subject to the cogtri "
$8,526 from the (4 s spouse

Legal Standard *

A. Authorized Committee Limits: An anthorized comm1ttee may not receive more
than a total of $2,000 per election from any one person 2 U.S.C. §441a(a)(1)(A)
and 11 CFR §110.1(a) and (b). The Bipartisan Campaign Reform Act of 2002
(BCRA) includes provisions that indexes the individual contribution limit for

3 One of the three individuals also made other contributions totaling $80 to FFM. The excessive amount

from all three individudls is calculated as $8,780 (815,000 + $80 - $6,300 combined contribution limit of

three individuals).

4 Person refers to and individual, partnership, or any group of persons, not including the federal
government. 11 CFR §100.10.



inflation. The limit for individuals’ contributions to candidates for the 2006 election
cycle was $2,100.

B. Handling Contributions That Appear Excessive. If a committee receives a
contribution that appears to be exosssive, the committee niust either:
e return the questionable contribution to the doner; or
e deposit the contribution into a campaign depository and keep enough money on
account to cover all potential refunds until the legality of the contribution is
established. 11 CFR §103.3(b)(3) and (4).

C. Refund or Disgorge Questionable Contributions. If ;;:_ ntity*of the original

contributor is known, the committee must either refund the fiifigls,fo the source of the

.........

1dfY applicable Staté law, at the
time the 1nd1V1dual became a candidate, the candldat had legal right of access to or
control over, and with respect to which: ad
equitable interest; \

..........

i #blished by bequest after the beginning of the election
,\, candidate is the beneficiary;
_______ | nature that had been customarily received by the candidate
":":ﬁ inning of the election cycle, as defined in 11 CFR §400.2; and
@) Proeees> om ottencs and similar iegal games of chance. }1 CFR §100.33

Facts and Analys s
FFM reported a $9,000 loan from the Candidate that was made with funds from a trust.
A check for $10,000 was drawn on a trust and made payable to the Candidate’s spouse.
This check was deposited into a joint personal account of the Candidate and his spouse.
On the same day as this deposit, a $9,000 check from this joint personal account was
deposited into the FFM campaign account. The check to FFM was signed by the
Candidate’s spouse and included a notation “loan to canpaign” on the memo line. Itis
noted that the balance in this joint parsonal account on the day prior to the deposit of
funds frno the trmst was nat sufficient to aHow for the transfor of the $9,000 to FFM. In



10

addition, the average daily balance of the joint personal account for the period audited
was only $2,600.

During audit fieldwork, FFM did not provide documentation regarding the terms of the
trust or the identity of the beneficiary of thie tonst ar the person(s) that ostablished tho.
trust. It was alsn nat knewn what relationship the Candidate’s spouse had with the trust
or the trustees. Therefore, absent evidence that tbe Candidate was entitled to the fumds,
the Audit staff considered the source of the funds for the loan to FFM to be either the
Candidate’s spouse or the trust. Given the above, it appeared that either the Candidate’s
spouse or the person(s) who estabhshed the trust made an excessjy,
prohibited contribution to FFM.3 )

At the exit conference, the Audit staff discussed this issyg & M ’s treasurer. No
additional documentation that demonstrates the Cand __________ to the funds from
the trust was provided.

Interim Audit Report Recommende o5 o a3 RE nse

The Audit staff recommended that FFM:

R

Such evidence was to include docuinentati
entitlement to the funds from the tr“%& hespurp
the Candidate’s spouse from the trust a% nEeh

(Sywho establishe 3
Ce, FF{iyas to refunid the exces’srve portion of the contnbntron

Ao

or, if detarmin be a prd ‘a‘n[- (:()ntrll?q on, FFM was to refund the entire
eriat n%fa disgorgement to the U.S. Treasury.
____ jon refunds with copies of the front and
I le to ¢ the necessary refunds, FFM was to disclose the
iringrefunds o Schedule D (Debt and Obligations) until funds

w

In response to t¢ terim gidit report, FFM states thut the source ef the $10,000 was the
e FM¥7also explained that it was their understandmg that under

personal funds to the* andldate s campaign. However, funds given to or loaned to a
candidate from any person, including a relative or friend of the candidate, are not
considered the personal funds of the Candidate. Instead, the $9,000 is a contribution
from the Candidate’s spouse to FFM and subject to the contribution limits. Therefore,
FFM received an excessive contribution of $8,526 from the Candidate’s spouse.’

% The amount from the trust account may be considered a prohibited contribution depending on the
identifivation of the beneficiary.

¢ The Candidate’s spouse made other contributions totaling $1,626 to FFM. The excessive amount is

calculated as $8,526 ($9,000 + $1,626 - $2,100).



